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To the Shareholders of 


EAST SULLIVAN MINES LIMITED 


Your directors are pleased to submit 
herewith the consolidated financial 
statements of your Company for the 
year ended August 31, 1976. 


Financial Results 


The last financial year resulted in 
considerable losses well above those 
of the previous year. Several factors 
contributed to the substantial oper- 
ating losses, such as the depressed 
price of base metals, the increased 
costs of labour and supplies. For 
these reasons your Board of Direc- 
tors recently decided to close the 
Cupra-D'Estrie mines in the Eastern 
Townships. Expenditures related to 
the closing of these divisions will 
cause still more losses to be record- 
ed in the current fiscal year, just | 
started. Your subsidiary, Nigadoo 
River Mines Limited, continues to 
operate and it is hoped that a cash 
flow will be generated during the 
current fiscal year. 


The net loss for the year from opera- 
tions at your divisions and at Nigadoo 
River Mines Limited, amounted to 
$3,313,794, including a non recurring 
write-off of $2,559,375 compared 
with a net loss of $416,761 during the 
previous year, ($1.19 per share ef- 
fectively in circulation, versus $0.15 
reported last year) . The above special 
write-off is related to amortization of 
pre-milling and deferred develop- 
ment expenses occasioned by the 
deletion of part of the previously 
reported ore reserves at Nigadoo 
River Mines Limited, which are no 
longer considered economical. 


During the past year, the working 
capital of your Company was reduced 
from $13,052,313 to $9,830,465. This 
reduction is a result of the operating 


losses sustained at the divisions and 
at the subsidiary and of expenditures 
related to development and metal- 
lurgical research programmes car- 
ried out during the year at Brunswick 
Tin Mines Limited. 


Notwithstanding the losses sustain- 
ed and ensuing negative cash flow, 
your management believed it im- 
perative to continue the programmes 
underway at your two future pro- 
ducers, the lithium division and 
Brunswick Tin Mines Limited. 


Lithium Division 


We are happy to report that the 
chemical engineers of the research 
center of the Department of Natural 
Resources of Quebec have continued 
testing on a pilot plant scale the pro- 
duction of lithium carbonate by anew 
continuous process using sodium 
carbonate. These tests are now com- 
plete and the results are very posi- 
tive. Your Company has also retained 
the services of a consulting chemical 
engineer from the firm Hatch, Ouel- 
lette & Associés. Their report con- 
firms the technical value of the 
process, which will permit substan- 
tial savings in labour and energy 
when compared with other lithium 
carbonate fabricating processes. 


In the light of these results, several 
important companies have shown 
their interest in this project, and your 
management has begun negotiations 
with some of them. 


Brunswick Tin Mines Limited 


The continued efforts to valuate the 
property brought this year’s costs to 
$1.4 millions, which was a main 
factor affecting the reduction in the 
working capital of your Company. 


Metallurgical tests were run on ore 
drawn from the Fire Tower Zone by 
metallurgists of the Canmet Division 
of the Department of Energy, Mines 
and Resources, in Ottawa, as well as 
by our own metallurgists. Three dif- 
ferent routes of treatment of the ore 
have seriously been tested, that is: 
gravity, flotation and gravity- 
flotation. Each of these processes 
gave good results with different 
performances for grade of concen- 
trates and/or recovery of metal 
content. Final choice of the most 
desirable process will be made after 
consultation with contemplated as- 
sociates. Important companies have 
shown their interest in the project 
for quite some time. This should 
hopefully lead to serious financial 
negotiations with the object of bring- 
ing this considerable deposit to the 
production stage. 


a 


Montreal, December 23, 1976 


Conclusions 


Whereas total assets and equity per 
share have decreased, it should be 
noted that the value of your Com- 
pany lies mainly on your lithium divi- 
sion and the subsidiary Brunswick 
Tin Mines Limited. These two depos- 
its are considerable and should 
sustain long lasting operations. 


We remain confident in the future of 
your Company in the hope of a 
favourable climate for the future of 
the natural resources industry in the 
province of Quebec and in New 
Brunswick. 


In closing, in the name of the Board 
of Directors, | wish to thank the per- 
sonnel of your Company for its 
loyalty and sustained efforts during 
the year. 


On behalf of the Board of Directors, 


CLLe 


J. Jacques Beauchemin, Q.C. 
President. 


REVIEW OF 1976 MINING 
OPERATIONS 


Cupra — D’Estrie Mines 


Mine production reached 228,713 
tons grading 2.54% copper, 2.32% 
zinc, 0.51% lead, 0.014 ounce of gold 
and 1.116 ounces of silver. Thus a 
reduction of 2.4% in tonnage milled 
and 16.6% in metal production 
resulted from this year’s operation 
when compared to 1975. The sudden 
drop in metal production was caused 
by lower zinc and lead grades of 
18.6% and 7.3% respectively in the 
mill feed; copper grade however was 
slightly improved. 


As at September 1, 1976, ore re- 
serves had been established at 
763,000 tons grading 2.74% copper, 
1.52% zinc, 0.47% lead, 0.015 ounce 
of gold and 1.10 ounces of silver. 
Further to the decision taken on 
November 1, 1976 to close down the 
mines these reserves will therefore 
not be mined out. 


Nigadoo River Mines Limited 


During the year, 237,015 tons of ore 
were treated in the mill at an average 
grade of 0.20% copper, 2.75% lead, 
2.80% zinc and 3.14 ounces of silver. 


Total ore reserves as of September 
1, 1976 were estimated to be 318,828 
tons with a grade of 0.16% copper, 
3.24% lead, 2.92% zinc and 3.44 
ounces of silver. 


The previously reported ore reserves 
were 856,946 tons. After taking into 
account the tonnage milled during 
the last fiscal year, a difference of 


some 300,000 tons was deleted from 
the reserves for the following 
reasons: 


because of the oxidation of the ore 
in the upper levels, a much larger 
than expected surface pillar had to 
be left in place, and 


in order to avoid too much dilution, a 
greater number of pillars in a few 
stopes are no longer recoverable, and 


the grade of some ore blocks was 
lower than indicated by diamond drill- 
ing rendering them uneconomical. 


The employees relations have been 
satisfactory and a new two-year col- 
lective agreement was ratified during 
the year. 


Brunswick Tin Mines Limited 


FIRE TOWER ZONE 

As mentioned in last year’s report, a 
2100 foot decline had been sunk and 
2760 feet of drifting were driven into 
two higher grade segments. From 
these underground workings, 48,409 
feet of fan diamond drilling (with 
rings of holes spaced 100 feet apart) 
have delineated in these two seg- 
ments the following tonnage and 
grade: 


7,100,000 tons at 0.39% of tungsten 
oxide, 0.22% of molybdenite and 
0.11% of bismuth. 


To this tonnage should be added 
19,000,000 tons, indicated by pre- 
vious surface diamond drilling, with 
a grade of 0.21% of tungsten oxide, 
0.14% of molybdenite and 0.068% 
of bismuth. 


NORTH ZONE 


Nothing has been done in this zone 
during the last fiscal year. 


Surface diamond drilling performed 
in previous years had inferred the 
following tonnages and grade: 


12,500,000 tons at 0.241% tungsten 
oxide, 0.08% molybdenite and 0.08% 


bismuth, 


and 


2,600,000 tons at 0.42% tin, 0.077% 
tungsten oxide, 0.05% molybdenite 


and 0.06% bismuth. 


Metals Production 


Subsidiary companies 


CUPRA 
Division D’Estrie Nigadoo 
Copper 2,475,378 8,200,931 460,034 
Lead 238,866 887,674 10,922,060 
Zinc 2,764,917 5,781,839 10,850,723 
Gold 394 1,387 aoa . 
Silver 48,219 160,286 576,143 * 
Cadmium 18,263 35,280 134,234 
Bismuth 1,001 2,614 20,970 


Total 1975-76 


Total 1974-75 


Pounds Value Pounds Value 
“Ounces $ “Ounces 

11,136,343 6,866,372 12,273,631 7,251,256 
12,048,600 2,499,677 9,934,068 1,978,904 
19,397,479 6,970,424 20,506,205 8,061,450 
1,781 178,066 * 2,213 364,149 
784,648 3,209,432 * 814,500 3,934,817 
187,777 508,521 204,035 537,996 
24,585 184,508 28,942 214,029 
$20,417,000 $22,342,601 


EAST SULLIVAN MINES LIMITED and its subsidiaries 


(Incorporated under the Quebec Mining Companies Act) 
(No Personal Liability) 


CONSOLIDATED BALANCE SHEET 
August 31, 1976 


ASSETS 


CURRENT ASSETS 


Cashand term depostts 0 025 2) Ae hel ey eit ete 3 as pe es ee 
Accounts recelvable:.25 25. seu crete eects reer ete os ee ee ; 


Marketable securities, at cost (quoted market value: 


1976 -$650.831'— 1975:- S65 1:876) ccna ecco oh eevee oetoee ee eee 
Recoverable Income taxes® ccc 35.6 b4 vies oa a ete ade wis Cee 
Inventories (notes 1and 2) :.c.¢ 3h. ceo ere eas & oo oe ade ee een 
Prepaid expenses (note'S) ic... sek ae die. cave wuss gon os tcle es peor eee 


LONG TERM INVESTMENTS (notes 14 and 3) 


FIXED ASSETS (notes 1 and 6) 


|| [6 za 0) Sa ee RN Sal NRA Shana. tS Me PPE aN Wien by Ppa Beck als 


Buildings, machinery and equipment at cost less accumulated depreciation 


(1976 - $9,978,748 — 1975 - $9,163,060) ©... oe ea ee beeen ern ee es 


DEFERRED EXPENDITURES (notes 1,4,6,8and11) ....................208- 


LIABILITIES 


CURRENT LIABILITIES 


Batak FORM sales x eisie so osss 9: 0h wo ales See ee ged x ete wee che ae tele ance eee 
Accounts payable and accrued liabilities .............. cece eee eee eee eee 
Wages and salaries payable. ..... 4.05. -c.essaken wens eee ye tee ee ree 
Quebec mining dutlés >< o3.5 sieve Jo Qin we he ss be eae ee ee ee eee 


MINORITY INTEREST 


SHAREHOLDERS’ EQUITY 


Capital stock (note 5) 
Authorized: 9,350,000 shares without par value 


Issued * 4,675,000: SHAPES 7 os bo sieses mist vac eee oo nce aan et ene ae 
Capltal surplus c-6. 55 Shane ote ee 2s os Sere Sees weet oe ae en 
Retained earnings -'statement’S ss... nace. coda deb onoue ae abe nese ena 


Less - East Sullivan Mines Limited shares held by its subsidiary (note 5) ne 


On behalf of the Board of Directors: 


J. JACQUES BEAUCHEMIN, Director 
J. GUY GAUVREAU, Director 


Ce ee 


see eee eae ee sere ereceroer ese esoeeeese sees sere eee reser seas 


1976 


$ 3,764,230 
53,804 


706,418 
111,406 
5,847,127 
234,149 


10,717,134 


864,613 


111,175 


6,118,420 
6,229,595 
21,105,275 
$38,916,617 


$ — 
678,107 
207,478 
1,084 


886,669 
23,710,564 


4,250,000 
700,503 


10,835,937 


15,786,440 


(1,467,056) 
14,319,384 
$38,916,617 


The annexed notes are an integral part of these financial statements. 


STATEMENT 1 


1975 


$ 5,621,145 
73,645 


694,705 
219,369 
7,943,238 
186,295 


14,738,397 


_ 1,569,488 


111,175 


6,664,795 
6,775,970 
24,259,932 
947 343,787 


$ 876,572 
565,083 
223,429 

21,000 


1,686,084 
28,043,722 


4,250,000 
700,503 


14,130,534 


19,081,037 


(1,467,056) 
17,613,981 
_ $47,343,787 


CONSOLIDATED STATEMENT OF EARNINGS 
Year ended August 31, 1976 


COST OF OPERATIONS 


Mantes ICE KPALIILENER 2 ete As ols oo ics ee ao VER Cs ak oe URES Sa bee eS 
Administrative and general expenses ...............ecccceeeccccseecece 


Depreciation of fixed assets and amortization of pre-milling 


GH CETOLTEd COVEIOPMONE sack cd ap dance o.0a0 duce can wane dees ceqemacs 


Additional amortization of pre-miiling and deferred 


development expenses (note 1) ............. 0c cece eect cece ec teeeeees 


OPERATING LOGS 96S 8.  aelessicteip clare bina 3 dist wae abet w whens Win ats Ab es ors ate 


OTHER EXPENSES 


Net expenses of closed and non operating mines ...............-..eee00 
Amortization of outside exploration expenseS ...............2c0eeeeeeeee 
Amortization of cost of issue of debentures of subsidiary ................. 
Loss on sales and disposal of fixed assets ..............0cceeeecccceeees 


OTHER INCOME 


CUSTOM ITE heirs oie) cra 0.os aoa a cain of Aran pee a opens © Santee Saks Nite ates 
interestand dividends. cs 6 cee ES Se tie ees headed 
Proftitionisales of: investments. ieee ls 0 See Sil LN ee oes ote 


LOSS BEFORE MINING DUTIES AND MINORITY INTEREST ............... 
Pip Nita GENES Ti lece ee cdi taketsauahs Skies aiane st elon Bek hale at ew le onan Saree Oe ace 


LOSS BEFORE MINORITY INTEREST 22 ..0 ics egies «oo )ein ae a ein os ate aie 
MINORITY INTEREST’S SHARE OF LOSS .................0 csc cesses ewes 


NET) LOSS FOR THEVEARLS. ois toc sinetes sass cee ase oss be eine sea e ie clalalers 
NET LOSS PER SHARE (notes 1 and 5) oc cic. lb. det ce ces cece es 


1976 


$20,417,000 


_ 40,171,367 
10,245,633 


10,340,583 
565,971 


4,530,268 


15,436,822 


2,559,375 
17,996,197 
7,750,564 


88,401 
177,226 
1,333 
10,936 


277,896 
8,028,460 


16,017 
428,306 
1,428 


445,751 


7,582,709 


87,052 


7,669,761 


4,355,967 
$ 3,313,794 


$1.19 


STATEMENT 2 


1975 


$22,342,601 


10,244,239 
12,098,362 


8,364,490 
508,128 


4,492,772 


13,365,390 


13,365,390 
__ 1,267,028 


116,649 
418,384 
1,333 


136,045 
672,411 
1,939,439 


134,383 
822,852 


49,786 
1,007,021 


932,418 


21,000 


953,418 


536,657 
$ 416,761 


$ 0.15 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Year ended August 31, 1976 


RETAINED EARNINGS AT BEGINNING OF YEAR ..................00000 eee 


Adjustments resulting from the inclusion of subsidiaries which were not 
previously included in consolidated statements and now included because 

of principles of consolidation enunciated by Canadian Institute of Chartered 
Accountants:In March 19750 35.625... 4 oestese see aro oleae ete ES ree 


ADJUSTED RETAINED EARNINGS \2)2..¢2052 58 a2 on « iaeiaernene mines 


ADD 
Company’s share of prior years’ income tax and other adjustments 


aie ele re 6a 66S 


DEDUCT 
Net loss for the Year 5.3.25 oi du scic vaca vie ele wie eis ce easter ete eet 
Dividends pal yc cee nne ew sic disc's ah bee took haa ore a7 sre a rte en a 


RETAINED EARNINGS. AT END OF YEAR 42 3... as acu es oe oa etree ares seers ott 


1976 


$14,130,534 


— 


14,130,534 


19,197 
14,149,731 


3,313,794 


3,313,794 
$10,835,937 


STATEMENT 3 


1975 


$17,981,035 


(3,209,733) 


14,771,302 


54,647 


14,825,949 


416,761 


278,654 


695,415 


$14,130,534 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Year ended August 31, 1976 


WORKING CAPITAL AT. BEGINNING OF YEAR 2.0... 220. oe gees oe eee 


SOURCE OF FUNDS 
Proceeds from disposal of long-term investments 
Reimbursements of advances iii. 4 sce ae Shls p s bige oe eee ee 
Sale of shares ated rights ee 0G. fess tiee utden se oh aan eee oe 
Instalments on mortgages receivable 
Proceeds from disposal of fixed assets .............. cece cece eee eee e ee eeee 
Prior years’ income tax adjustments 


© 6) 6,10 0 © 0 (0 6 ee (@. 6. °9)9) 00 0 016: cle « se = 6s e106 


ee 


APPLICATION OF FUNDS 
Not loss for the ‘year cic. acceler. na cise te Lae oon ate Itee arora 
Minority interest: so, he ete oe eas See ow etc aye oes ec peer ere enaeeens 


Deduct: Items requiring no outlay of cash 


Depreciation of fixed assets and amortization of pre-milling and 
deferred development expenditures 


Amortization of cost of issue of debentures .................. eee cece 
Amortization of outside exploration expenditures ................00008: 


Additional amortization of pre-milling and deferred mine 
development expenditures (note 1) ..............ccccessccsecscccencs 


Loss on disposal of fixed asGe@te. 3 ii. ose Cantateintoe Cee toile aie ne 
Profit on disposal of long-term investments ...............00cccceeeeee 


eee w ere reer ese reese eee eeeeosreeeeee 


Additions to long-term Investments. 4).:04.-544,<idi « ho Sada ancien eee awit clare ws 
Additions to fixed assets). <5: 2 .eese.Avcoes sans Hl rete eene Snes 
Outside exploration expenditures: <. 32.5558. hece- e c eee wee ne ete 
Pre-milling and deferred mine development expenditures ................... 
Dividends: pal. 5: tito sn.cumithce elas ee telmery ocue tana ieee ele ee epee nee 


DECREASE: IN: WORKING. CAPITAL | so osce cvenaostia sae a amenity eaten erations 
WORKING CAPITAL-AT END OF YEAR 206. 4+,0%.5 +02 seam pietencn eeeeaniaiy 


8 


1976 


$13,052,313 


690,000 
1,672 
14,631 
37,305 
24,456 


768,064 


3,313,794 
4,355,967 


7,669,761 


4,530,268 
1,333 


— 


2,559,375 
10,936 


(1,428) 


569,277 


— 


368,989 


3,051,646 


—s 


__ 3,989,912 
3,221,848 
$ 9,830,465 


STATEMENT 4 


1975 


$15,756,587 


4,242 
792,073 
126,729 


923,044 


416,761 


__536,657 


953,418 


4,492,772 
1,333 
418,384 


136,045 


(4,095,116) 


255,020 
1,550,284 
124,280 
5,144,835 
648,015 


3,627,318 
2,704,274 
$13,052,313 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
August 31, 1976 
STATEMENT 5 


Note 1 — Accounting Policies 


A. Basis of Consolidation 

The accompanying financial statements include, on a consolidated basis, the accounts of Sullivan Mining Group 
Ltd. (the Company) and all of its subsidiaries Including those that are at the exploration stage (Notes 4 and 
1F (iii)). 

Certain subsidiary companies own shares in the Company. The carrying value of such shares has been deducted 
from the Company’s shareholders equity. Similarly the Company's earnings per share has been calculated based 
on the number of its shares outstanding after reduction for such intercompany holdings (note 5). 


B. Valuation of Inventories 


Mine products are valued at estimated realizable value and mining and milling supplies are valued at the lower 
of cost determined on an average cost basis and possible amount of realization. 


C. Valuation of other Investments 
(i) Shares acquired as a result of development work are carried at nominal value. 
(ii) Other investments are carried at cost. 


D. Valuation of Fixed Assets 

(i) Land is valued at cost. 

(ii) Buildings, machinery and equipment are shown at cost, fixed assets of Québec Lithium, a division of the 
Company is carried at undepreciated capital cost amounting to $771,684 which is the value that manage- 
ment estimates to be recoverable. 

(iii) The residences situated in the Eastern Townships are shown at undepreciated capital cost amounting to 
$85,689 that management estimates to be recoverable. 


E. Deferred Expenses 


(i) Preproduction expenditures and deferred mine development expenditures amount to $6,553,136 (1975 - 
$11,334,159) for the producing mines and will only be recovered out of the proceeds of the ore bodies 
under production less costs to produce and sell provided market conditions are favourable; the same 
reserve applies to the expenditures of the mines at the exploration stage which amount to $13,020,536 
(1975 — $11,387,123) the recovery of which is also subject to the bringing of these ore bodies to com- 
mercial production. 

(ii) The value at which the mining properties, the mining rights and concessions are recorded in the books 
does not purport to represent their present or future value (note 4). 


F. Depreciation and Amortization 


(i) Depreciation on buildings, machinery and equipment is provided at rates varying between 5% to 15% per 
annum on the straight-line method. 


(ii) Amortization of preproduction and deferred development expenditures is calculated on rates based on the 
total tons of estimated ore reserves applied to the tons milled during the year. 
An additional amount of amortization amounting to $2,559,375 is charged to operations in view of a down- 
ward revision of the estimated ore reserves by 301,103 tons. 


(iii) Depreciation is not calculated on buildings, machinery and equipment of subsidiaries at the exploration 
stage. The cost of these fixed assets amounts to $727,006 ($674,723 in 1975). 


Note 2 — Inveniories 1976 1975 


These consist of: 
Mining and milling supplies 


Wahiod Gt GOSE |g chsk sie cg Rod oe sd Se el eRe OU nA Es re a ee Cae $ 1,647,085 $ 2,028,649 
Valued at possible amount of realization ............. 0... e cece eee ees 153,622 153,622 
1,800,707 2,182,271 

Concentrates at smelters and awaiting shipment .....................00055 4,046,420 5,760,967 
$ 5,847,127 $ 7,943,238 


Note 3 — Long-term Investments 


The cost of the investment by the Company in the shares of East Sullivan Mines Limited, its parent company, 
amount to $1,467,056 and is accounted for on the equity method (note 1). Accounting for this investment on the 
equity method has resulted in the cost of the investment being charged to retained earnings and to affect re- 
tained earnings by the earnings less dividends (note 5). 


__ 1976 ie ABTS 
Other shares and debentures at cOSt ................ ccc cece cece cctv ecnees $ 765,339 $ 765,583 
Hoans anglotnc inde DteaneSsaicerc ieee oie occ crte ac oreroehovarantas @eavacdueselebee 99,274 803,905 
$ 864,613 $ 1,569,488 


These investments with a book value of $864,613 (1975 — $1,569,488) have no quoted market value. The book 
value is not representative of the realization value. 
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Note 4 — Other Assets at Cost (notes 1 and 11) 


1976 1975 
Deferred expenditures 
Operating mines 
Cupra-D'Estrie mines o.sc0 on oe . uate on es eee ee nae eee ee $ 3,885,824 $ 5,518,213 
Nigadoo River Mines Limited iio.5 sons. seabed sae eae ete eine 2,667,312 5,815,946 
6,553,136 11,334,159 
Mines‘at the exploration stage! rs 2.582. cacre esta nk ae oe ee ee ee 13,020,536 11,387,123 
19,573,672 22,721,282 
Mining properties, claims and concessions (note 1E) 
Operating mines 
Cupra-D' Estria mines e272 esac ae arcs trtals ind cic automa taht chemse ancien ae 196,051 196,051 


Nigadco River: Minas Limited: ooo sas cea cies sce es eee esa ae oe ae 2 2 


Mines at the exploration stage and others ................. ee eee eee eee eens 1,335,550 1,341,264 
__ 1,531,603 __1,537,317 
COEONS hasciciacaoa oe cise shoeceeete atebe spe ere etn, che ney Siar Nee ie oe a eaten Ate ere Fea ii hte 2 1883 
$21,105,275 $24,259,932 
Note 5 — Shareholders’ Equity 
The issued capital stock of the company is summarized below: 
Authorized Issued 
August 31, 1976 August 31, 1975 
Classe SA: shares aa eos ae eee 4,675,000 4,541,314 $4,128,467 4,583,727 $4,167,025 
Classe“Be. shares +. ieee Psion ce tee 4,675,000 133,686 121,533 91,273 82,975 
9,350,000 4,675,000 $4,250,000 4,675,000 $4,250,000 
Less: shares held in East Sullivan Mines Limited (note 3) 1,888,471 | 1,888,471 
2,786,529 2,786,529 
During the year the following dividends were declared: 
Class “A= $0.10 a-shere 2c... on0 ok. > Ree ae $ — $ 452,228 
Class ‘“B” — $0.085 a share plus 15% tax on undistributed 
INCOMNTE occa dais eit Scolar harcie cs ercuetel letarete eel otate — 15,272 
Total 3.60) osha 2s te cies ese painter ace ree — $ 467,500 
Less: Company's share of dividends paid to subsidiaries — 188,846 
Net charge to the retained earnings ................. $ — $ 278,654 


Class A and class B shares are voting, convertible into one another on a share for share basis and rank equally 
with respect to dividends and in all other respects. The only distinction between the two classes is that the 
directors may specify that cash dividends on class B shares be paid first out of 1971 tax-paid undistributed sur- 
plus on hand (as those expressions are defined in the Income Tax Act of Canada), with the result that class B 
dividends so paid will be less than the class A dividends by the amount of tax paid thereon. 


Note 6 — Income Taxes 


(i) The net earnings of the Company and its subsidiaries is not taxable because they have claimed, for tax pur- 
poses, capital cost allowance, amortization of preproduction expenditures, deferred development and outside 
exploration expenditures in excess of amounts charged to earnings. 


(ii) Furthermore, the Company and its subsidiaries had at August 31, 1976 further amounts available to reduce 
future taxable incomes; the figures for 1975 have been modified. 


1976 1975 
Undepreciated capitahcost << 24 ea corne occas ee ee en ee ee ee $ 7,657,235 $ 7,359,115 
Outside exploration expenditures ............... 0. ccc eee cence eee 4,361,760 4,333,356 
Preproduction expenditures 2.645.002 220. se nee cee erm ee ea since 4,938,286 5,431,487 
Losses for income tax DUTDOSOS icin dos. co eee eee 1,779,000 742,500 


(iii) The subsidiaries, at the exploration stage, have, as a Group, an amount of $8,648,386 (1975 — $6,299,903) 
available to reduce their possible future taxable incomes or the Company's which might be earned from 
mining operations or from investments; the figures for 1975 have been modified. 


Note 7 — Pending Legal Procedure 


Legal proceedings have been instituted against the Company whereby the plaintiffs are claiming 4/5 of the 
340,000 escrowed shares of Sullipek Mines Inc. to be issued and allotted to Sullivan Mining Group Ltd. and alter- 
natively failing delivery of the claimed shares, the plaintiffs have claimed the sum of $1,000,000 of damages 
against Sullivan Mining Group Ltd. : 

This litigation has arisen from an option granted by the Company to Terra Nova Explorations Ltd. on certain 
claims situated in the Gaspé area of the Province of Québec. These proceedings have been contested and in the 
opinion of the company's counsel they are ill-founded in facts and in law. 
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Note 8 — Chester Mines Limited 


(i) The Company, due to the economic and certain other conditions, ceased, temporarily, the development of 
the Chester project as at August 31, 1975. 


(ii) The amount of prepaid expenses include a sum of $115,902 on deposit with the Province of New Brunswick 
held “In Trust”, by that Province, as security for the observance and performance by Chester of its obliga- 
tions to carry out and complete all work and measures deemed necessary by the Province to ensure that 
there will be no contamination of soil and water as determined by the Province and to its satisfaction. 


Note 9 — Contractual Obligations 


According to the terms of a lease for office space, the Company is committed as at August 31, 1976 for an 
amount of $157,247. The amount charged to expenses for the year ended August 31, 1976 amounted to $58,967 
and the minimum amount payable for 1977 is $58,967. 


Note 10 — Remuneration of Directors and Officers 


The aggregate remuneration received by directors and officers of the Company amounts to $645,330 for the year 
($506,565 for 1975). 


Note 11 — Events Subsequent to Year End 


(i) Subsequent to the year end, on October 15, 1976, an action for $162,585 in damages and interests was 
instituted against the Company. These damages appear to be the result of an accident which occurred on 
October 19, 1975. 

Although the insurance company appeared in court through their counsellor, they are not admitting any 
contractual obligation to Sullivan Mining Group Ltd. in regard to their coverage of third party liability. The 
proceedings are at the preliminary stage. 


(ii) The Board of directors at a meeting held on November 1, 1976 decided: 


a) Not to pursue the proceedings in which the Company was claiming for its subsidiary, D’Estrie Mining 
Company Ltd. (No Persona! Liability), a tax-exempt period. 


b) To cease mining operations of the Cupra-D’Estrie mines located in the Eastern Townships, because of 
a very severe set-back in the price of copper and increased operating difficulties. 


c) The cost of closing down the two mines is estimated at $1,000,000 not taking into account the extra- 
ordinary loss which will result from termination of operations. 


The extraordinary loss, once the mining operations are terminated will be made up of the unrealizable 
amount of fixed assets and the unamortized amount of deferred expenditures. 


The book value of these assets as at August 31, 1976 are as follows: 


Fixed assets less accumulated depreciation ....................0. 20 cece eee ee eee $ 2,149,725 
Deferred Gxponditures: (ite, 4)/e 5 sceactynas 2 Cale oa ae ene cieas Sicha eaten da Maes a a]s oe soph he We 3,885,824 
Mining properties, claims and concessions (note 4) ..........................5-. 196,051 

$ 6,231,600 


(iii) At a meeting of the Board of directors held on October 29, 1976, it was decided to wind-up Weedon Mining 
Company Ltd. (No Personal Liability) a wholly-owned subsidiary by transferring all the assets and all! the 
liabilities to the parent company. 


AUDITORS’ REPORT 


To the Shareholders 
East Sullivan Mines Limited 
(No Personal! Liability) 


We have examined the consolidated balance sheet of East Sullivan Mines Limited (No Personal Liability) 
and its subsidiaries as at August 31, 1976 and the consolidated statements of earnings, retained earnings and 
changes in financial position for the year then ended and have obtained all the information and explanations 
we have required. Our examination included a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we considered necessary in the circumstances. 


In our opinion, subject to the recovery of deferred expenditures and the realization of investments and 
advances as referred to in notes 1, 3 and 4 and according to the best of our information and the explanations 
given to us and as shown by the books of the companies, these consolidated financial statements present fairly 
the financial position of the companies as at August 31, 1976, the results of their operations and the changes 
in their financial position for the year then ended, in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


MAHEU, NOISEUX & ASSOCIES 
Chartered Accountants 


Montreal, November 10, 1976 
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